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THE PHENOMENA OF ECONOMIC DYNAMICS 

ABSTRACT OF PAPER BY M. PANTALEONI. 

The object of this essay is to examine the causes of 
four types of economic change. The first consists in 
variations of the extension of the zone of economic ac- 
tivity; the second in variations in the apportionment of 
the total expenditures of productive enterprises as between 
general outlays and specific ones; the third consists in 
variations in the structure of the population ; and the 
fourth in variations in those descending curves which 
represent gradations of costs of different increments of 
products. 

The first part of this study may be passed over rapidly 
by those already acquainted with the theory of economic 
equilibrium. It serves to distinguish the kind of dynamics 
with which economists for the most part have busied 
themselves from the kind which I present here. The 
second part of my paper deals with this second class of 
phenomena. The ruling idea in economic studies follow- 
ing those of Adam Smith was wealth. Later it became 
the idea of value and is so still in the case of many 
writers. The science has contained in a sporadic shape 
much material for a science of economic equilibrium, 
such as has been suggested by Pareto in a work which 
makes only a beginning of a study of Economic Dynam- 
ics. 

Every static equilibrium represents a point in a dy- 
namic development and a static theory is naturally merged 
in a later theory of Economic Dynamics which is not yet 
realized, owing to the lack of facts and the intricacy of 
those we have. It is here proposed to call attention to 
three further forms of dynamic phenomena. Two of 
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these are of such a kind that after they appear and dis- 
turb a static adjustment the equilibrium restores itself 
or a new one is created ; while after a disturbance of the 
third kind the equilibrium does not return. Agitation 
may continue through a period too long to fall within 
our purview, or long enough to allow a non-economic 
system to substitute itself for the present economic one. 
The dynamic influences that we study then are of two 
sorts : first, those which lead to an equilibrium, and, sec- 
ondly, those which do not lead to one which can be fore- 
seen. Most of the studies which make the distinction 
between statics and dynamics confine themselves to those 
of the first kind. 

In describing dynamic phenomena comparisons are 
used which were formerly taken from mechanics, but now 
more usually from biology. Economic agents are thought 
of either as molecules subjected to equal pressure in all 
directions, or, on the other hand, as parts of a living 
body subjected to equal stimuli, which are mutually coun- 
teracting. There is little use in disputing as to which 
method is better, since the useful thing is to apply a 
method rather than to argue about it. 

We may first examine a static equilibrium, and then 
consider the antecedent movements which have brought 
it about or those which, when it is disturbed, will either 
reestablish or create a new equilibrium. In the latter 
case the study is one of Economic Dynamics, which may 
be defined as a study of movements of disequilibrium, 
which lead to positions of equilibrium. 

When an individual spends his income so as to bring 
into a proportion the marginal utility of different articles 
within his purchasing power, the equilibrium exists and 
is rightly called static, because it will continue indefinitely 
and return if disturbed. Until this condition is reached, 
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modifications in his demand or in his supply are likely 
to take place, and the quantity of the goods coming within 
his reach will change and these changes affect both the 
man himself and the persons he deals with, involving both 
the quantity of goods available and the incomes of differ- 
ent producers. The state of equilibrium yields the maxi- 
mum of satisfaction relatively to the initial position and to 
the changes which this allows. The application of any 
raw material to new uses brings about such a change,, 
which is a dynamic phenomenon. During the period of 
disturbances each sale made in the open market helps to 
bring about a new equilibrium. 

Alteration of the condition of exchange is also a dy- 
namic influence, and increased accumulation of capital 
by saving tends toward equilibrium between the utility 
of consumers' goods and that of instruments. Free com- 
petition is here a recognized force, and other forces may 
not help to create an equilibrium. The question arises 
whether when disturbances take place the forces at work 
lead not to the previous status but to a new one. Is 
this a dynamic effect? Is the new equilibrium static? 
If the new one is not identical with the preceding one 
but results from the same fundamental causes, we may 
regard it as static. 1 

Wherever two kinds of goods can be substitutes for 
each other and are therefore competitors of each other 
in particular uses, there is an opportunity for a static 
equilibrium and for a disturbance of it. This happens 

1 The essay here cites Clark's theory, which starts with a study 
of equilibrium and then examines the disturbances which tend to 
bring about a new equilibrium, and compares the new equilibrium 
with the preceding, in order to identify and measure the forces of 
change. It refers to Pareto's system already mentioned and to 
Keyne's study of the value of gold and Ricardo's depreciation of 
bank notes as specific illustrations of a similar method of study. 
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when wool competes with cotton, gas with electric light, 
iron with wood, etc. When prices stand at a given level, 
there is a definite use of each one of these articles; but 
if the demand for any one be changed while the supply 
remains the same, or vice versa, the disturbance takes 
place. 

There is a second class of factors which alter the 
economic structure and do not lead to restored equi- 
librium. Four cases of such action are here noticed. 

First case : — In every society purely economic motives 
have an extending or contracting radius of activity; in 
other words, the zones of economic action grow larger 
or smaller. In that case purely economic doctrines have 
a varying sized world to apply to. As Pareto says, 
"Man's actual conduct resembles that of the homo econ- 
omicus, or that of the homo ethicus, or that of the homo 
religiosus. It is sometimes a composite of all these char- 
acters. There are concrete phenomena in which the econ- 
omic influences transcend all others, and here it is possible 
to consider alone the results deduced by economic reason- 
ing; while there are other phenomena in which the econ- 
omic constituent is insignificant and may be neglected. 
There are still others which are intermediate in charac- 
ter." To this we in the main agree, but find it necessary 
to examine variations of the zones in which all these 
homines move, and we must notice that even the homo 
economicus in his own proper capacity is modified when 
he enters into a composite with the others. 

The causes of the changes in the zones of activity are 
many, but one consists in the substitution of public enter- 
prises for private ones, which leads to new prices for 
the factors in production and new rates of wages. These 
differ from those yielded either by competition or pri- 
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vate monopoly. There is an effort to make them con- 
form to ethical or political criteria and to cause the gen- 
eral results of demand and supply in the market to give 
way. As the ethical and political system grows, it 
trenches on the economic zone and reduces the earning 
power of labor in the residuum of it. 

In civilized lands the economic zone is increased by 
inventions, and it absorbs areas of the ethical and political 
zones when the motives for extending the latter are weak. 
In such lands, however, the economic zones are in turn 
easily the subjects of invasion, and they lose certain 
ground so that notwithstanding their extension in other 
directions their general growth is reduced. Railroads 
are federalized, which is trenching on the economic zone ; 
but automobiles and aeroplanes are introduced, which is 
extending it. The telegraph has been taken by the gov- 
ernment and wireless telegraphy remains in private hands. 

An ethical influence which shows itself in changes of 
opinion and of custom enlarges the industrial sphere of 
women. This is very large as compared with that which 
existed among Moslem peoples. The prevalence of the 
so-called just prices for g-oods or "living wages" for labor 
is an attempt to make rates conform to some idea of an 
ethical adjustment, which, though nebulous as far as defi- 
nition goes, still has its effects. It is a short step from 
prices established by custom to those established by a 
legal tariff. Extra-economic prices are established, not 
by the leveling hands of competition, but by moral and 
legal force. Wages which are made to conform to needs 
or must range above a legal minimum, and prices of 
goods established by governmental edict, are cases in 
point; and so are the public regulation of house rent, and 
the laws against usury. The efforts of trade unions are 
directed toward a rate of pay the basis of which is some 
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ethical standard. A society subject to these influences 
is only partially economic. It has something in common 
with a beehive or an ant-hill. There may be furious 
economic dynamism before a stable condition is reached 
and then commotion ceases. It may reappear, as in the 
case of bees when the hive is shaken, and after such a 
disturbance it may return to a stable condition. 

There are two conceptions of this condition in which 
non-economic motives are active. Humanity may be 
thought of as pushed by forces ethical and political 
towards a certain goal, while the economic forces present 
obstacles; or, on the other hand, the economic forces 
may be treated as the principle ones, and the ethical and 
political forces as causing variations and disturbances. 
The one conception or the other is the truer according 
to the circumstances of a particular period. 

Second case: — An important change is the absorption 
of the specific expenditures of an industrial undertaking 
into the general expenditures. This takes place in conse- 
quence of changes in the dimensions of the undertaking. 
The distinction between the two classes of outlays is not 
an arbitrary one. The actual absorption of the one class 
by the other is a salient practical fact which has been no- 
ticed, but not identified for what it actually is. Collectiv- 
ism seems to be growing in consequence of certain sub- 
stitutions of general expenses for specific ones ; and yet it 
is often ascribed merely to a change of opinions. In fact, 
there is often a great reduction of aggregate outlays by 
the substitution of one kind for another. Some persons 
regard the growth of state socialism as consisting merely 
of the absorption by the state of expenditures formerly 
in private hands, or in the tendency toward an increase 
in public budgets, or in the substitution of imposts for 
axes, or that of a general taxing of incomes for more 
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specific taxes. Others say that political unities tend to 
increase by absorbing the smaller enterprises formerly 
in private hands, and others that international syndicates 
of a private kind do so by absorbing small companies. 
All these are aspects of a more general phenomenon, 
namely, a new distribution of expenditures. 

The limit beyond which the economics of centralized 
production cannot go is the complete saturation of the 
market to which entrepreneurs can resort. In modern 
times these markets are enormously great, the enterprises 
are proportionately so, and with this development has 
come the growth of cities and that of aggregate wealth, 
and changes in laws and customs. These extensive social 
and political changes on the one hand, and the reappoint- 
ment of costs of production between the general and 
specific varieties on the other, act upon each other. The 
great social changes and the underlying political forces 
are to each other as both cause and effect. 

The growth of great enterprises is attended by risk, 
since the capital once invested in them cannot be with- 
drawn, and a miscalculation involves a sweeping loss ; and, 
moreover, the elements to be taken account of in esti- 
mating the chances of success are very various and must 
take into account not only technical facts and economic 
movements but such super-organic machinery of produc- 
tion as political institutions, public intelligence, and the 
forces of morality. 

Third case: — In connection with the changes of the 
structure of population we consider only one, that which 
results from Neo-Malthusianism. The diffusion of this 
has been rapid in civilized countries. An active propa- 
ganda has been carried on which extends widely a knowl- 
edge of the problems and a means of solution. An in- 
crease in education has brought all classes of the people 
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within the influence of this propaganda. In Holland 
pamphlets are published which are sent to families with 
or without their consent; and elsewhere the advertising 
pages of newspapers serve the same purpose. In Protest- 
ant countries religion affords no obstacle to this, and in 
Catholic ones the reduced influence of the clergy is weak- 
ening the obstacle that there exists. Clearly whenever 
the women of a country are converted to the modern 
view it will have a controlling effect in life. 

Neo-Malthusianism is general in proportion to the 
progress of civilization, and its consequences are of the 
utmost importance for the structure of all population. In 
nearly all countries there is seen a certain gradual approx- 
imation to the French condition of a reduced birth rate 
and a generally constant number of the population. In 
a society which is so transformed, the costs incurred in 
rearing an individual to maturity are greater than they 
formerly were, but they yield as a product a man of a 
better quality. This is attended with greater accumula- 
tion of capital, better instrumentalities of production, 
and a higher standard of living. They may result favor- 
ably on the hygienic condition of the people, or they may 
have the opposite effect, depending on the customs of 
the people and the political and moral influences which 
are brought to bear upon them. Within the population 
the grading of the fecundity of different classes and the 
relative death rates show a certain correspondence with 
the gradations of income. Until recently the excess of 
the birth rate over the death rate, which may be termed 
the net birth rate, has shown itself in the case of classes 
having the larger income, since in the other classes the 
greater death rate has reduced the net increase. 

This comparison no longer holds true, since the net 
birth rate in the superior classes is now smaller. There 
has indeed been a check on the birth rate in the case of the 
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lower classes, but because of a number of social gains, 
there has been a check on the death rate, leaving as an 
aggregate effect the securing to these more ill paid classes 
a larger resultant increase. As the working classes are 
enabled to raise their standard of living, the resultant rate 
of increase on the whole becomes smaller and approaches 
that of the higher classes. 

Fourth case: — On this subject the first studies were 
by Marshall and Cunningham. The studies of the former 
were first published in 1867 in "Papers for Private Circu- 
lation" and have been published since in Appendix 5 of 
the sixth edition of his "Economic Principles." This 
study is generally interesting as belonging to dynamic 
studies of the first class, the only class indeed which 
Pareto discusses in his Manual. Goods of universal con- 
sumption have, in their initial increments, larger utilities 
than do other wares. They show a decreasing cost ex- 
tending over a long period of time. The effects are not 
limited to furnishing problems of unstable equilibrium. 
They amount to a revolutionizing of the economic world 
— a dynamic effect of the second class. Cereals show 
diminished cost of production in new countries, since 
capital and the laboring population can be gathered at 
pleasure, and the carrying costs which are chargeable to 
a finished article grow still smaller as the raw material 
is worked up at or near the places where it is produced. 
When flour is transported instead of wheat it can be sold 
at the place of consumption at a lower price than would 
be possible if it were there manufactured. Moreover 
the reduced costs of transportation have the effect of 
moving great populations en masse, so that with the culti- 
vation of new land there can be a quicker growth of 
labor and capital. It is not necessary that the three ele- 
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ments should increase in a symmetrical fashion, but any 
augmentation of either of them increases the product of 
the combination. An abundance of land is bestowed 
freely on settlers. Cheaper carrying and plentiful capital 
are elements of diminishing costs of the necessaries of 
life. 

This kind of economic dynamics mingles races of men 
and creates new races with new tastes, methods, 
costs of production, and social organization. It is like 
alloying one metal with another. But all modifications 
are less far-reaching than those of the physiological cell 
which comes about by cross-breeding. In the new lands 
the favorable effects appear and in older ones the reverse. 
In the latter is seen the economic retrogression, though 
in their backward march the decaying societies do not 
follow the route which they passed over in their pro- 
gressing march, but mark out a new route. If iron is 
found in proximity to coal ; if veins of oil are large ; if the 
country has a quasi-monopoly of the products of cotton 
and tobacco and is peopled by a race which by natural 
selection has become one of the best; if its social and 
political institutions are such as to allow men to rise un- 
hindered by institutions ; if the cost of national defense 
is negligible; then many of their industries will show 
diminishing costs for long periods of time. These favor- 
ed industries will not suppress others. In some there is 
centralization as particular enterprises succumb and rein- 
force those that destroy them ; and both labor and capital 
derive advantages from these displacements. The coun- 
try gets imported goods by exporting goods of decreas- 
ing cost, with a resulting diminution of the outlays in- 
volved in maintaing its standard of life. Such adjust- 
ment of prices takes place that the fruit of technical and 
economic gains in one department may be shared by the 



122 American Economic Association 

men in other departments. There comes about a favored 
territorial localization of industries of each class. What 
manner of dynamics is this? It deals indeed with hom- 
ines economici but its effects go beyond the limit of other 
studies which do so and transcend all dynamics of the 
first order. 



